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KEY TAKEAWAYS
 The market is being driven higher
by new money, not be er
fundamentals

The market con nues to rock. It is unbelievable. What is wild is that it is
rising despite some not–so‐hot economic news and so‐so earnings news.
So why is the market up a stunning 6.9% on the Dow Jones and 7.3% on
the Russell 2000 a er a li le over a month?
I will tell you. It is because of you. It is all your fault that the Dow is at its
highest since 2007 and it could come back to bite us all in the bu later.

We talked about this in late December and early January. We noted that
the market would rock a er the fiscal cliﬀ crap was put to temporary
 Big stocks can be as risky as small
rest and that we could see strong inflows into equity mutual funds.
 Don’t let the media fool you

ones

 The experts really don’t prac ce
what they preach

We did not realize it would be so oﬀ the hook, however. Long‐term

 This industry is under major
accumula on

the first three weeks of the month, according to the Investment Compa‐

funds, which exclude money‐market vehicles, a racted $64.8 billion in
ny Ins tute. The

previous record was $52.6 billion for all of May 2009.

Equity mutual funds gathered $29.9 billion in January’s first three
KEY STATISTICS

weeks, more than for any full month since 2006.

Index

Close

2013

DJIA

14,010

6.9%

S&P 500

1513

6.1%

NASDAQ

3179

5.3%

Russell 2K

911

7.3%

(figures are rounded)

Much like we forecasted a big rise in the market, we noted that the
inflows would require the investment pros and managers to put a lot of
money to use, but would be followed by a drop, once the inflows
subsided. That is likely to happen in the next few weeks, since the move
is not based on improving fundamentals.
Why? This move is unsustainable, for one. The Dow is up nearly 1,000
points in 5 weeks. Earnings es mates really have not yet moved higher,
and there has been no other place to put $, frankly. S ll, it is the
economy that could put a damper on things.
(cont’d on next page)
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It’s the Economy, St*pid
Despite what you read, things are not really that rosy, economically speaking.
First, the Conference Board noted that its consumer confidence index dropped to 58.6 in January, which is
down from 66.7 in December and reached its lowest level since November 2011. Second, the U.S. govern‐
ment’s first es mate of Gross Domes c Product (GDP) for the fourth quarter of 2012 showed a decline of
0.1% versus the consensus expecta ons of 1% growth. It may even be even worse than it sounds at first
blush. This marks the first GDP contrac on we have experienced since the second quarter of 2009, more
than 3 years ago. Disappoin ng earnings, guidance cau ous outlooks for some of NASDAQ’s key component
stocks have also played a role in this subtle groundswell of sen ment shi s.
Frankly, it is a situa on such as this that almost makes me want to avoid stocks altogether for a while.
So, what should you do? Now is the me to sell some calls (preferably out of the money) and place some
stop‐limit orders on stocks in which you have big gains, if you can. We would recommend doing so on half of
your stock posi on, rather than the en re holding, in case we are early in our assessment. It would not be
the first me.
On the buy side, if you have a hankering for expanding your equity por olio, we would strongly recommend
you avoid interest‐rate sensi ve stocks or even dividend payers, as the likely higher infla onary environment
looming on the horizon could crush them like they could crush the bond market.
Instead, if you have been monitoring any commodity‐related stocks, such as gold, silver, oil, etc. that appear
a rac ve, now may be a good me to dip your toes in the proverbial water. The same thing goes for biotech
stocks that may have news pending, as these vehicles have zero correla on with the economy, or even
market valua on, for the most part.
Unless we have a sustained equity mutual fund inflow, which is highly unlikely, or earnings appear to be real‐
ly strong with rising es mates, we see a 2‐3% move higher... max. So, take stock…
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Prognos ca ons
It is early February 2013 and we are s ll seeing a major lack of liquidity in non‐listed micro cap stocks. For
that ma er, there is s ll largely a lack of liquidity in a number of listed stocks as well. What does that
portend?
We expect to see an accelera on and a rise in the number of non‐listed stocks gradua ng to NASDAQ and
the AMEX. This is a good thing and by mid‐year we expect to see the fruits of the labors of a fair number of
stocks making this move upstream.
Small biotech stocks have seen a resurgence in volume, interest,
and business development success. Look for an accelera on in
small firms grabbing investment dollars which will help solidify
their status and buoy valua ons.
Another sector we like is the small oil and gas segment where we
believe that the recent and likely con nuing move higher will have
a posi ve impact on the space.
While valua on doesn’t seem to be par cularly important right this moment, we would start making a list of
stocks expec ng big EPS gains trading below their growth rates. Outperformance could provide some good
buys in the spring.
Debt ceiling talk and unrest abroad could stymie the market, in addi on to the economic issues we reviewed
earlier. At the end of the day, avoid bonds at all costs and don’t mess with these new, ac ve ETF’s un l a
track record is developed. You can make more money chasing stocks or other ETFs, with less risk.
Hats oﬀ to my Ravens for winning Super Bowl XLVII. However, for all you “bandwagoners,” this is probably
the high water mark in the near term for the team. Just like we should not expect this to be the start of a
dynasty of poten ally successive Super Bowl wins, investors should not believe that winners today will be
anything beyond short term wins, tomorrow.
Un l next week...
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Piper, Rob led Josephthal & Co.'s Washington‐based Emerging Growth Research Group. In addi on to his sell‐side experience Rob served as Chief Investment Oﬃcer of a bou‐
que investment management firm and Blue and White Investment Management, where he managed Small Cap Growth por olios and The Blue and White Fund.
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Disclaimer
This newsle er was prepared for informa onal purposes only. Goldman Small Cap Research, (a division of Two Triangle Consul ng Group, LLC) produces research via two
formats: Goldman Select Research, which typically highlights small cap and mid cap companies, and Goldman Opportunity Research, which includes micro cap companies.
The Select product reflects the Firm’s internally generated stock ideas while the Opportunity product reflects sponsored research reports.
It is important to note that while we may track performance separately, we u lize the same coverage criteria in determining coverage of all stocks in both research formats.
Please view the company’s individual disclosures for each engagement, which can be found in each company‐specific report. All informa on contained in this newsle er and
in our reports were provided by the Companies or generated from our own due diligence. Our analysts are responsible only to the public, and are paid in advance to eliminate
pecuniary interests, retain editorial control, and ensure independence. Analysts are compensated on a per report basis and not on the basis of his/her recommenda ons. The
Firm has not been compensated nor does it expect to be compensated for the any research services for any of the other companies men oned in this newsle er. Please read
the disclaimers found on the ini a on reports and updates for compensa on disclosure and research subscrip on terms.
The informa on used and statements of fact made have been obtained from sources considered reliable but we neither guarantee nor represent the completeness or accura‐
cy. Goldman Small Cap Research did not make an independent inves ga on or inquiry as to the accuracy of any informa on provided by the Company, or other firms. Gold‐
man Small Cap Research relied solely upon informa on provided by the Company through its filings, press releases, presenta ons, and through its own internal due diligence
for accuracy and completeness. Such informa on and the opinions expressed are subject to change without no ce. A Goldman Small Cap Research report, note, or newsle er
is not intended as an oﬀering, recommenda on, or a solicita on of an oﬀer to buy or sell the securi es men oned or discussed. This report or newsle er does not take into
account the investment objec ves, financial situa on, or par cular needs of any par cular person. This report or newsle er does not provide all informa on material to an
investor’s decision about whether or not to make any investment. Any discussion of risks in this presenta on is not a disclosure of all risks or a complete discussion of the risks
men oned. Neither Goldman Small Cap Research, nor its parent, is registered as a securi es broker‐dealer or an investment adviser with the FINRA or with any state securi es
regulatory authority.
ALL INFORMATION IN THIS REPORT OR NEWSLETTER IS PROVIDED “AS IS” WITHOUT WARRANTIES, EXPRESSED OR IMPLIED, OR REPRESENTATIONS OF ANY KIND. TO THE FULL‐
EST EXTENT PERMISSIBLE UNDER APPLICABLE LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL NOT BE LIABLE FOR THE QUALITY, ACCURACY, COMPLETENESS, RELIABILITY
OR TIMELINESS OF THIS INFORMATION, OR FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL, INCIDENTAL, SPECIAL OR PUNITIVE DAMAGES THAT MAY ARISE OUT OF THE USE OF
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SULT FROM ANY INACCURACY OR INCOMPLETENESS OF THIS INFORMATION). TO THE FULLEST EXTENT PERMITTED BY LAW, TWO TRIANGLE CONSULTING GROUP, LLC WILL
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